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Moody’s Investors Service has developed a worst case projection that would result 
in Nevada’s share being only $996 million over the next 25 years.

The Tobacco Settlement Agreement

n Annual payments to be made to the State in perpetuity

l Payments will be made largely by the “Big Four” tobacco companies (Philip Morris, RJR, 
Lorillard and Brown & Williamson) based on each company’s annual market share of U.S. 
cigarette shipments.

l $221 billion in payments will be made by the “Big Four” over the next 25 years.

l Annual payments are subject to adjustment based on inflation and changes in volume of 
U.S. cigarette shipments.

n The Tobacco Settlement Agreement anticipates that Nevada will receive approximately 
$1.22 billion over the next 25 years, subject to adjustments for inflation and changes in 
cigarette consumption.
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Future tobacco settlement payments are unpredictable.

n Cigarette consumption is dropping faster than anticipated.

l The number of cigarettes sold in the U.S. fell a record 3.7% in 2002 as compared to 3% in 
1998.

l Smoking in the U.S. is estimated to decline 2% per year after 2003. 

n Consumption declines are translating into lower tobacco settlement payments.

n Strategic bankruptcy by the tobacco companies to protect their assets could result in 
immediate payment stoppage.

Over the next 25 years, the rating agency worst-case total payments are
$349 million less than currently-projected total payments.
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State policymakers should be free to take action to reduce smoking
without concern for negative revenue impact.

State governments are not well suited to manage exposure to tobacco 
company risk.

n Tobacco settlement payments are a long-term receivable from a single industry facing 
uncertainties on many fronts.

l Governments are not equipped to constantly monitor and evaluate uncertainty facing the 
tobacco industry.

n The long-term receivable represents a substantial State asset which can be protected 
by investing in a diversified portfolio.

l The State has a fiduciary responsibility to protect and manage its financial assets.

l For comparative purposes, the General Fund Investment Portfolio of the State is 
approximately $1.09 billion, which is roughly equivalent to the $1.344 billion the State of 
Nevada will receive in tobacco settlement payments over the next 25 years.

l The State of Nevada received $47.4 million in the form of cigarette taxes in Fiscal Year 
2002. This amount is significantly higher than the $31.743 million that the State received 
in the form of MSA payments in Fiscal Year 2002. It is also anticipated that cigarette 
taxes will be significantly increased during the 2003 legislative session.

n Decision-makers are caught in the public policy dichotomy of enacting laws to reduce 
smoking while relying on continued smoking for future revenues. 
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Numerous challenges facing the tobacco industry put future tobacco 
settlement payments at risk.

n Litigation

l Class actions and punitive damages—$145 billion Engle award largest in history

l Individual smoker cases

l Third party claims—HMOs, unions

l Federal government lawsuit

n Legislation

l Possible FDA regulation of tobacco

n Bankruptcy 

l Strategic bankruptcy to protect assets from punitive damage awards

n Future Business Prospects 

l Public policy initiatives to reduce smoking

l Additional excise taxes

Stock prices for Philip Morris and Loews Corporation have been volatile over the past 
five years. Philip Morris and Loews Corporation stock prices are down 8% and 10% in 

January 2003 from their values in January 1998.
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Key Litigation Milestones Over the Next 6–12 Months

Case/Issue
Likely Impact

on Stocks The “Skinny”

Jan 2003 Lucier verdict Modestly negative This case, taking place in Sacramento, will be a 
barometer of juror attitudes outside of LA or SF. 
Based on the industry’s record thus far, we 
believe that the industry is likely to face some 
challenges.

Trial may begin in this LA medical monitoring 
class action. Further delays are possible as 
pending appeals are adjudicated.

Jan 2003 Scott v. Indus. Neutral

Trial may be delayed as industry attempts to 
remove to federal court. Plaintiff is represented 
by Michael Piuze, counsel to both Bullock and 
Boeken.

Jan 2003 Reller v. PM, B&W Modestly negative

Trial will begin in San Francisco.Jan 2003 Harvey v. RJR, PM Modestly negative

Expect reversal by 2nd Circuit.Spring 2003 Blue Cross v. Indus. Appeal Modestly positive

Expect the 3rd DCA in FL to dismantle the $145 
billion punitive damage verdict.

Spring 2003 Engle v. Indus. Appeal Significantly positive

Expect review of verdict by intermediate appeals 
court. Decent likelihood that court could reverse 
and remand for retrial based on Sup. Ct.’s Myers 
opinion.

Spring 2003 Whiteley v. PM, RJR Appeal Modestly positive

Expect 2nd Circuit to reverse Weinstein’s 
certification of nationwide Simon II punitive 
damages class.

Spring/Summer 2003 Simon II Positive

Source: Goldman Sachs Research estimates.
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Litigation Status Report

January 21, 2003 Miles, et. Al. v. PM “Lights” class action scheduled for trial in IL state court.

January 21, 2003 Scott v. Industry Trial scheduled to begin in New Orleans.

January 27, 2003 Harvey v. PM, RJR Individual smoker in SF.

February 13, 2003 Allen v. PM, RJR Individual smoker in Miami.

Key Dates Case Event
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Litigation Status Report (continued)

Key Case Description Status and Pending Developments

Engle v. Industry Individual smoker personal
injury class action case

Oral arg. was held on 11/6. Industry put on impressive presentation, focusing on pun. 
damage size, due process violations, and problems with certification. The 3rd DCA will 
likely issue an appeal in late-Spring or early Summer. We continue to see a decent 
probability that the industry could secure at least some measure of victory at the 3rd 
DCA, if not an entire knock-out win.

Scott v. Industry Medical monitoring class
action case

The LA Sup Ct., ruled that comparative fault would not be an available defense in 
phase I, clearing the Scott case for trial. The industry is seeking reconsideration of this 
ruling, which will likely delay the trial until 2003, although it is possible that it could 
begin by year-end. The industry has won the only other medical monitoring trial it has 
faced, in the Blankenship case.

DOJ v. Industry Federal RICO case Judge Kessler issued an order delaying all dates roughly a year. Summary judgments 
are now scheduled to filed in Oct. 2003, and trial is scheduled to begin in Sept. 2004. 
The judge cited complications in discovery as the main reason for the delay.

Simon II Nationwide class action On 9/19, Judge Weinstein certified a nationwide punitive damages class of individual 
smokers. Pltffs estimate that the class could be as large as 5 million people. The 
industry will appeal this decision within 10 days. We expect that the 2nd Cir. is likely to 
reverse Weinstein. To date, no Federal appeals court has upheld a certification of 
individual smokers, let alone a nationwide class. Certification of a nationwide class of 
smokers has been attempted to no avail at both the state (Engle) and federal 
(Castano) levels.

Miles, et. al. v. PM Illinois “Lights” class action Trial expected to begin in this consumer protection class action, which seeks 
disgorgement of money spent on light cigarettes. Plaintiffs claim Phillip Morris 
deceptively marketed these products as health or less-harmful alternatives to full-
flavor brands. No punitive damages are involved, and we still believe there are 
problems with the commonality of the class that could be exposed when the issue of 
damages is addressed. Trial date could be continued as discovery is continuing.
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Litigation Status Report (continued)

Daniels v. Industry
Brown v. Industry

Consumer protection class 
action case

On 9/12, Judge Prager dismissed the Daniels class action on preemption and First 
Amendment grounds. This ruling may jeopardize the validity of the Brown class action, 
which is scheduled to go to trial in the Spring of 2003.

Key Case Description Status and Pending Developments

Henley v. PM Further appeal of CA 
individual case loss

The CA Supreme Court remanded the appeal back to the intermediate court appeals 
with directions to vacate its prior affirmance, and reconsider the industry’s appeal in 
light of the Myers opinion insulating the industry from liability for conduct during the 10-
years from 1988–1998. We think there is decent likelihood that the court of appeals 
will remand the case for a retrial, since the verdicts were based, at least in part, on 
conduct that was found to have been non-actionable.

Whiteley v. PM, RJR Appeal of CA individual 
case loss

Jury awarded plaintiff $1.7 million in compensatory and $20 million in punitive 
damages. This appeal had been stayed pending CA Sup. Ct. disposition of the 
Myers/Naegele appeals. In light of Myers ruling, the appeals court may required 
additional briefing on the 1988–98 immunity issue, which would delay oral arg. We 
continue to believe that the industry has a stronger appeal in this case than in Helnley, 
since Whiteley’s factual history is not nearly as strong. We do think there is a decent 
likelihood that this case could simply be remanded because of the Sup. Ct’s opinion in 
Myers, without the substantive issues being addressed.

Boeken v. PM Appeal of CA individual 
case loss

Jury awarded plaintiff $5.5 million in compensatory and $3 billion in punitive damages, 
which has been cut to $100 by the trial judge. Briefing in this appeal has just began; 
defendants filed their opening brief on 7/12. We think oral argument is at least a year 
away. The outcome of the Whiteley appeal, particularly on the immunity question, 
could dictate what happens in this appeal. We do think there is a decent likelihood that 
this case could simply be remanded because of the Sup. Ct’s opinion in Myers, 
without the substantive issues being addressed.

Bullock v. PM Appeal of CA individual 
case loss

The jury awarded plaintiff $850K in compensatory damages and $28 billion in 
punitives. The punitive damage award was reduced by the judge to $28 million. The 
industry will appeal both verdicts, which we estimate could take roughly 2 years.
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Litigation Status Report (continued)

Key Case Description Status and Pending Developments

Williams-Branch v. PM Further appeal of OR 
individual case loss

Oregon Appeals Court affirmed the jury verdict for the plaintiff and reinstated the 
original $79.5 million punitive damage award that had been cut to $32 million by the 
trial judge. PM is appealing the loss further to the OR Supreme Court.

Schwartz v. PM Jury verdict for the plaintiff $168,000 in compensatory and $150 million in punitive 
damages, which have been cut to $100 million. PM is appealing the loss to the OR 
Appeals Court.

Appeal of OR individual 
case loss

Lucier v. PM, RJR Trial began on 11/7, and is expected to end shortly. A key aspect of this case to watch 
is the extent to which juries in Sacramento behave similar to those in LA and SF. The 
plaintiffs factual history resembles that of Henley, in that he began smoking before the 
advent of warning labels. A slight difference to the industry’s defense in this case is 
that they are alleging that Lucier’s cancer originated elsewhere in his body and 
metastasized to his lung.

Individual smoker case

Harvey v. RJR & PM Ind. Has made a motion to postpone trial, pending resolution of the Simon II 
nationwide class action, since, by definition of that class, Harvey is a member and 
cannot litigate his claims until that case has been resolved. A similar motion was made 
and denied in Lucier. The trial postponed until 1/27/03.

Individual smoker case

Source: Company reports, Goldman Sachs Research estimates.
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Tobacco Settlement Overview

n The Tobacco Settlement Agreement provides Nevada with annual payments in 
perpetuity, adjusted for inflation and changes in the volume of cigarette sales.

n Tobacco settlement payments are dedicated to funding critical State health and 
education programs by Nevada law.

n The tobacco industry is facing uncertainty from litigation, bankruptcy risk and future 
business prospects.

n Future tobacco settlement payments are subject to extreme fluctuation and possible 
stoppage.
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How a Securitization Works

n Securitization provides the State with a method of managing the risk inherent in receiving 
payments from the tobacco companies—proceeds from the securitization would be invested 
to provide a more secure revenue source for funding Nevada’s health and education 
programs.

n The owner (State) of a contractually obligated payment stream (Tobacco Settlement 
Payments) sells the payment stream to a special purpose entity—the Comstock Tobacco 
Settlement Financing Corporation (TSFC)—in exchange for an up-front payment.

n The TSFC issues bonds backed solely by the purchased payment stream.

l No recourse to seller
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How a Securitization Works

Tobacco  
Settlement 

Bond 
Investors

Philip
Morris

R.J.
Reynolds

Brown &
Williamson

Lorillard

Other
Tobacco

Companies

Tobacco
Settlement
cash flow
after sale

Sale of Tobacco Settlement cashflow

Debt
Service

Up-front
Payment

Nevada
Specific

Allocation

State of Nevada

Settlement
Escrow 
Agent

Comstock 
TSFC

(special
not-for-profit 

entity created by 
State of Nevada)



13Prepared by the Office of the State Treasurer

$1.224B

$1.125B

$1.289B

$0.996B

$1.061B

$1.185B

$0.6BN

$0.8BN

$1.0BN

$1.2BN

$1.4BN

$1.6BN

$1.8BN

Financial Impact of Securitization

n Financial analysis compares two 
alternatives: 

(1) Spend-as-received funding for 
Nevada’s programs.

(2) Securitization funds invested in a trust 
fund that produces a pre-specified 
annual amount for Nevada’s programs.

n Key conclusions

l The Legislature, by allowing the 
Treasurer to invest in a diversified 
portfolio, has the ability to improve the 
results and achieve higher investment 
returns.

l Projections of spend-as-received 
funding must be measured against the 
substantial risks of tobacco settlement 
payments.

Funds Available for Programs Over 25 Years

Securitization 
funds invested 

at 5% (Fixed 
Income Only)

Securitization 
funds invested

at 8% (Fixed 
Income and 

Equities)

Spend-as-
received under 
rating agency 

worst case 
projections

Tax-Exempt Securitization
Taxable Securitization
Worst Case Payments
Unadjusted Payments

Unadjusted
Payments
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Nevada has a wide range of options to consider.

No Securitization

+ No interest costs paid

+ More dollars if 
consumption decline 
is less than projected

– Continuing uncertainty 
of payment amounts

– Maximum exposure to 
tobacco companies

Partial Securitization

+ Reduced interest 
costs

+ Reduced exposure to 
tobacco companies

– Continuing uncertainty 
of payment amounts

– Continuing exposure 
to tobacco companies

Full Securitization

+ Greatest risk transfer 
to investors

+ Highest level of 
payment certainty

+ Minimizes exposure to 
tobacco companies

– Interest costs



15Prepared by the Office of the State Treasurer

Securitization will be the most reliable method for ensuring that 
Nevada receives its share of tobacco settlement.

Before Securitization

n Future tobacco settlement payments are 
subject to substantial fluctuations and at risk 
of complete stoppage.

n The State is not well suited to monitor and 
evaluate tobacco company risk. The State is 
also not able to quickly respond to negative 
changes in the industry.

n The Legislature would have to weigh actions 
to reduce smoking with concern for the 
potential revenue impact.

After Securitization

n The State will not be dependent on the 
tobacco settlement revenues for funding 
critical programs.

n The asset represented by the tobacco 
settlement is diversified by investing 
securitization funds in the broader market.

n The Legislature is free to take action to reduce 
smoking without concern for the potential 
revenue impact.

After securitization, the State will be able to focus on managing tobacco settlement 
payments and avoid the risk associated with the tobacco industry.
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Legislation to authorize securitization should protect the State and 
provide appropriate security provisions to minimize financing costs.

n Summary of key provisions of securitization bill:

1. Authorize creation by designated State officials of a new not-for-profit corporation to issue bonds, notes or other debt instruments 
for purposes provided below.

2. Authorize State Treasurer to transfer State's right to receive tobacco settlement proceeds to the not-for-profit corporation in 
exchange for proceeds of bonds and to make such covenants on behalf of the State as are necessary so that the corporation 
continues to be entitled to receive tobacco settlement monies under the terms of the settlement.

3. Authorize the new not-for-profit corporation to issue bonds and other securities payable solely from the tobacco settlement monies 
and to enter into all necessary or desirable contracts in connection therewith, including professional service contracts, credit
enhancement contracts and interest rate hedge contracts. Provide such securities that shall never be a debt or indebtedness of 
the State.

4. Authorize the corporation to enforce the tobacco settlement and the State to join in any such enforcement action if necessary.

5. Require the net proceeds of any such bonds or the proceeds from the sale of the rights to the settlement monies to the new not-
for-profit corporation be deposited in the funds established by the legislature.

6. Authorize the Treasurer to invest monies in those funds in any securities which would be permitted investments for the State 
Treasurer under Chapter 355 of NRS and in all other investments, including equity investments, which can be made with monies 
in the public employees' retirement fund pursuant to NRS §286.680 and §286.682.

7. Provide that the State, its officers, employees and agents and the corporation, its officers, employees and agents are immune 
from any lawsuit on account of any act or omission by those officers or employees (whether it would be otherwise actionable 
under federal or State law), `except that the corporation and the State may be required, in an action for specific performance, to 
comply with the provisions of their respective contracts with respect to the bonds and the transfer of the rights to the tobacco
settlement.

8. Provide that on dissolution or retirement of the bonds and any refunding bonds, any remaining assets of the corporation must 
revert to the State, to be applied in the same manner, as tobacco settlement monies are required to be applied as established by
the legislature.

9. In order to permit the tobacco securitization bonds to be tax-exempt, the Legislature may need to authorize certain budgetary 
procedural changes to permit securitization proceeds to be traceable to capital expenditures or near-term debt repayment.
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Nevada’s Tobacco Settlement Payments

2003 51,185,578 51,185,578 51,185,578
2004 42,719,854 39,879,441 39,119,850
2005 42,719,854 37,227,885 35,823,218
2006 42,719,854 34,752,629 32,804,394
2007 42,719,854 32,441,951 30,039,966
2008 51,353,215 36,405,260 33,067,757
2009 51,353,215 33,984,700 30,281,135
2010 51,353,215 31,725,081 27,729,342
2011 51,353,215 29,615,703 25,392,589
2012 51,353,215 27,646,575 23,252,755
2013 51,353,215 25,808,374 21,293,244
2014 51,353,215 24,092,393 19,498,861
2015 51,353,215 22,490,507 17,855,691
2016 51,353,215 20,995,129 16,350,991
2017 51,353,215 19,599,177 14,973,092
2018 48,819,205 17,393,229 13,034,728
2019 48,819,205 16,236,765 11,936,291
2020 48,819,205 15,157,194 10,930,419
2021 48,819,205 14,149,403 10,009,312
2022 48,819,205 13,208,619 9,165,827
2023 48,819,205 12,330,387 8,393,423
2024 48,819,205 11,510,548 7,686,108
2025 48,819,205 10,745,220 7,038,400
2026 48,819,205 10,030,778 6,445,273
2027 48,819,205 9,363,838 5,902,130

Total 1,223,789,194 597,976,364 509,210,377

Present Value of 
Unadjusted
Payments 

Discounted at 7%

Unadjusted Payments
(Nevada’s Portion of
Initial, Annual and

Strategic Payments)

n Three types of payments:

l Initial Payments: 2000–2003

l Annual Payments: 2000–Perpetuity

l Strategic Contribution Payments: 2008–2017

n Annual and Strategic Contribution 
Payments are adjusted for:

l Inflation at 3% minimum

l Volume changes

l Previously Settled States’ Payments and 
Subsequent Participating Manufacturers payments

State of Nevada

Present Value of 
Unadjusted
Payments 

Discounted at 9%
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Global Insight (formerly DRI-WEFA) updates forecasts for each new 
tobacco issuance.

2003 $47,051,132 $46,060,311 -2.11%
2004 41,372,717 40,040,632 -3.22%
2005 41,832,917 40,562,250 -3.04%
2006 42,146,401 41,225,333 -2.19%
2007 42,403,666 41,853,944 -1.30%
2008 51,333,375 51,072,988 -0.51%
2009 51,767,889 51,836,976 0.13%
2010 52,388,187 52,524,376 0.26%
2011 52,927,478 53,273,917 0.65%
2012 53,418,703 54,023,848 1.13%
2013 53,838,123 54,736,050 1.67%
2014 54,213,144 55,430,701 2.25%
2015 54,513,206 56,112,479 2.93%
2016 55,205,831 56,904,115 3.08%
2017 55,845,670 57,695,981 3.31%
2018 53,701,118 55,579,941 3.50%
2019 54,317,472 56,315,459 3.68%
2020 54,941,642 57,033,124 3.81%
2021 55,504,126 57,817,340 4.17%
2022 56,293,064 58,595,555 4.09%
2023 56,989,900 59,408,119 4.24%
2024 57,613,166 60,220,649 4.53%
2025 58,287,175 61,104,748 4.83%
2026 59,255,604 61,996,252 4.63%
2027 60,291,826 62,907,446 4.34%

$1,317,453,532 $1,344,332,536 2.04%

Base Case 1999 Base Case 2003 % Change
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Nevada’s Tobacco Settlement Payments with Projected Adjustments

n WEFA, Inc., a well-regarded 
econometrics consulting firm 
also used by the State of 
Nevada, has forecasted 
changes in cigarette 
consumption for all  
securitizations completed to 
date based on a wide range of 
factors including:

l Price increases

l Income growth

l Increased anti-smoking 
initiatives

n One of the major rating 
agencies (Moody’s) has 
provided their worst case 
scenario for declining cigarette 
consumption, which will be 
used for structuring 
securitization transactions.

Adjusted Payments

Inflation 3.000% 3.000%
1999 Actual Volume Decline (8.744%) (8.744%)
2000 Volume Decline (1.150%) (1.150%)
Average Volume Decline 2003-2027 (1.637%) (4.000%)
Cumulative Volume Decline 2027 (42.582%) (70.514%)

Assumptions

WEFA
Rating Agency 

Worst Case

Year
2003 WEFA
Base Case 

Rating Agency
Worst Case
(Moody’s)

2003 51,185,578 46,060,311 46,060,311 46,060,311 45,272,024 45,272,024 45,272,024
2004 42,719,854 40,040,632 37,378,359 36,666,406 38,734,711 36,159,267 35,470,535
2005 42,719,854 40,562,250 35,347,658 34,013,935 38,342,033 33,412,867 32,152,147
2006 42,719,854 41,225,333 33,536,835 31,656,758 37,954,989 30,876,408 29,145,474
2007 42,719,854 41,853,944 31,784,369 29,431,071 37,573,550 28,533,788 26,421,162
2008 51,353,215 51,072,988 36,206,602 32,887,311 44,709,133 31,695,146 28,789,448
2009 51,353,215 51,836,976 34,304,845 30,566,392 44,264,060 29,293,215 26,100,917
2010 51,353,215 52,524,376 32,448,603 28,361,738 43,825,641 27,074,683 23,664,657
2011 51,353,215 53,273,917 30,723,383 26,342,318 43,393,854 25,025,492 21,456,929
2012 51,353,215 54,023,848 29,084,340 24,462,018 42,968,673 23,132,664 19,456,231
2013 51,353,215 54,736,050 27,508,471 22,695,912 42,550,080 21,384,219 17,643,087
2014 51,353,215 55,430,701 26,005,349 21,047,086 42,138,055 19,769,095 15,999,857
2015 51,353,215 56,112,479 24,574,861 19,510,504 41,732,581 18,277,081 14,510,563
2016 51,353,215 56,904,115 23,264,546 18,118,412 41,333,642 16,898,750 13,160,734
2017 51,353,215 57,695,981 22,019,922 16,822,457 40,941,225 15,625,396 11,937,261
2018 48,819,205 55,579,941 19,801,933 14,839,845 38,558,004 13,737,384 10,294,988
2019 48,819,205 56,315,459 18,729,942 13,769,125 38,197,284 12,704,024 9,339,233
2020 48,819,205 57,033,124 17,707,419 12,769,482 37,842,739 11,749,264 8,472,834
2021 48,819,205 57,817,340 16,757,357 11,854,184 37,494,362 10,867,093 7,687,401
2022 48,819,205 58,595,555 15,853,727 11,001,341 37,152,151 10,051,958 6,975,333
2023 48,819,205 59,408,119 15,004,855 10,213,961 36,816,104 9,298,734 6,329,745
2024 48,819,205 60,220,649 14,198,771 9,481,155 36,486,223 8,602,689 5,744,400
2025 48,819,205 61,104,748 13,449,296 8,809,640 36,162,510 7,959,452 5,213,649
2026 48,819,205 61,996,252 12,738,238 8,184,951 35,844,971 7,364,990 4,732,372
2027 48,819,205 62,907,446 12,066,054 7,605,366 35,533,612 6,815,576 4,295,932

Total 1,223,789,194 1,344,332,536 626,556,045 527,171,678 995,822,209 501,581,258 430,266,912

Present Value of
WEFA Base Case

at 7%

Present Value of
Rating Agency

Worst Case at 7%

Present Value of
Rating Agency

Worst Case at 9%

Present Value of
WEFA Base Case

at 9%
Unadjusted
Payments 
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If a tax-exempt structure is used, securitization will generate 
approximately $458 million up-front for the State’s programs.

n The tax-exempt analysis is applicable if the Legislature authorizes 
the State and its Agencies permitting the tobacco securitization
payments to be traceable to items such as capital expenditures or 
near term debt repayment.

n In a securitization, the State sells the right to receive all or a 
portion of the settlement revenues to an independent corporation, 
which will issue bonds to pay the purchase price. 

n Investors buy the bonds and set the interest rate based on their
view of the likelihood of timely repayment including a thorough 
review of ratings, debt service coverage levels and reserves.

n Under a structure in which every dollar received from the 
securitized portion of the settlement is used to pay down the debt 
as fast as possible, tobacco securitization transactions are 
expected to be repaid over 15 years, but the rating agencies allow 
payment to be extended over 40 years before a default occurs.

Tax-Exempt Securitization Debt Structure(a)

“40-Year”
Rated

Maturities

Projected
Revenues

“15 Year”
Expected
Maturities

(a) Assumes 7% bond interest rate.

Securitization Results

Bond Proceeds: $493,495,000 
Reserves: (35,000,000)

Proceeds Available to State: $458,495,000
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If a taxable structure is used, securitization will generate 
approximately $369 million up-front for the State’s programs.

Taxable Securitization Debt Structure(a)

“40-Year”
Rated

Maturities

Projected
Revenues

“15 Year”
Expected
Maturities

(a) Assumes 9% bond interest rate.

Securitization Results

Bond Proceeds: $404,665,000 
Reserves: (36,000,000)

Proceeds Available to State: $368,665,000

n If the Legislature does not take action permitting expenditures of 
tobacco securitization proceeds for "tax-exempt purposes", and 
instead, the money is directly deposited in taxable investments the 
securitization borrowing must be taxable.

n In a securitization, the State sells the right to receive all or a 
portion of the settlement revenues to an independent corporation, 
which will issue bonds to pay the purchase price. 

n Investors buy the bonds and set the interest rate based on their
view of the likelihood of timely repayment including a thorough 
review of ratings, debt service coverage levels and reserves.

n Under a structure in which every dollar received from the 
securitized portion of the settlement is used to pay down the debt 
as fast as possible, tobacco securitization transactions are 
expected to be repaid over 15 years, but the rating agencies allow 
payment to be extended over 40 years before a default occurs.
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In every case, the State will receive a residual after the bonds are paid off that can 
be securitized again, or annual tobacco payments to the State will be resumed.

Investment earnings on securitization proceeds will affect the level of 
funds available annually for State programs.

n The following pages analyze a variety of scenarios for both tax-exempt and taxable 
structures:

Case I: Securitization proceeds invested at 5% (Fixed Income Only)

Case II: Securitization proceeds invested at 8% (Fixed Income and Equities)

Case III: Securitization proceeds invested at 5% and expended pro-rata over
the life of the bond issue

Case IV: Securitization proceeds invested at 8% and expended pro-rata over
(State Treasurer’s the life of the bond issue
Recommendation)

Case V: Securitization proceeds invested at 5% and expended rapidly to 
provide same annual cash flow as adjusted payments

Case VI: Securitization proceeds invested at 8% and expended rapidly to
(State Treasurer’s provide same annual cash flow as adjusted payments
Recommendation)
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Case I: Tax-Exempt Securitization Proceeds Invested at 5% (Fixed 
Income)

n The securitization 
proceeds are 
invested and remain 
available after the 
bonds are paid off.

Annual Cash Flow Analysis at 5% Earnings

Year
Securitization 

Proceeds Residual
ANNUAL

CASH FLOW
2003 WEFA
Base Case 

Earnings
at 5%

2003 $46,060,311 $45,272,024 $458,495,000 $22,924,750 — $22,924,750
2004 40,040,632 38,734,711 — 22,924,750 — 22,924,750
2005 40,562,250 38,342,033 — 22,924,750 — 22,924,750
2006 41,225,333 37,954,989 — 22,924,750 — 22,924,750
2007 41,853,944 37,573,550 — 22,924,750 — 22,924,750
2008 51,072,988 44,709,133 — 22,924,750 — 22,924,750
2009 51,836,976 44,264,060 — 22,924,750 — 22,924,750
2010 52,524,376 43,825,641 — 22,924,750 — 22,924,750
2011 53,273,917 43,393,854 — 22,924,750 — 22,924,750
2012 54,023,848 42,968,673 — 22,924,750 — 22,924,750
2013 54,736,050 42,550,080 — 22,924,750 — 22,924,750
2014 55,430,701 42,138,055 — 22,924,750 — 22,924,750
2015 56,112,479 41,732,581 — 22,924,750 — 22,924,750
2016 56,904,115 41,333,642 — 22,924,750 — 22,924,750
2017 57,695,981 40,941,225 — 22,924,750 — 22,924,750
2018 55,579,941 38,558,004 — 22,924,750 — 22,924,750
2019 56,315,459 38,197,284 — 22,924,750 — 22,924,750
2020 57,033,124 37,842,739 — 22,924,750 — 22,924,750
2021 57,817,340 37,494,362 — 22,924,750 $28,435,140 51,359,890 
2022 58,595,555 37,152,151 — 22,924,750 58,595,555 81,520,305
2023 59,408,119 36,816,104 — 22,924,750 59,408,119 82,332,869
2024 60,220,649 36,486,223 — 22,924,750 60,220,649 83,145,399
2025 61,104,748 36,162,510 — 22,924,750 61,104,748 84,029,498
2026 61,996,252 35,844,971 — 22,924,750 61,996,252 84,921,002
2027 62,907,446 35,533,612 — 22,924,750 62,907,446 544,327,196

Total $1,344,332,536 $995,822,209 $458,495,000 $573,118,750 $392,667,909 $1,424,281,659

Rating Agency
Worst Case 

Adjusted Payments
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Annual Cash Flow Analysis at 8% Earnings

Year
Securitization 

Proceeds Residual
ANNUAL

CASH FLOW
2003 WEFA
Base Case 

Earnings
at 8%

Case II: Tax-Exempt Securitization Proceeds Invested at 8%
(Fixed Income and Equities)

n Securitization 
proceeds invested at 
8% will produce 
$1.768 billion over 25 
years vs. a range of 
$996 million to 
$1.344 billion without 
securitization.

Rating Agency
Worst Case 

Adjusted Payments

2003 $46,060,311 $45,272,024 $458,495,000 $36,679,600 — $36,679,600
2004 40,040,632 38,734,711 — 36,679,600 — 36,679,600
2005 40,562,250 38,342,033 — 36,679,600 — 36,679,600
2006 41,225,333 37,954,989 — 36,679,600 — 36,679,600
2007 41,853,944 37,573,550 — 36,679,600 — 36,679,600
2008 51,072,988 44,709,133 — 36,679,600 — 36,679,600
2009 51,836,976 44,264,060 — 36,679,600 — 36,679,600
2010 52,524,376 43,825,641 — 36,679,600 — 36,679,600
2011 53,273,917 43,393,854 — 36,679,600 — 36,679,600
2012 54,023,848 42,968,673 — 36,679,600 — 36,679,600
2013 54,736,050 42,550,080 — 36,679,600 — 36,679,600
2014 55,430,701 42,138,055 — 36,679,600 — 36,679,600
2015 56,112,479 41,732,581 — 36,679,600 — 36,679,600
2016 56,904,115 41,333,642 — 36,679,600 — 36,679,600
2017 57,695,981 40,941,225 — 36,679,600 — 36,679,600
2018 55,579,941 38,558,004 — 36,679,600 — 36,679,600
2019 56,315,459 38,197,284 — 36,679,600 — 36,679,600
2020 57,033,124 37,842,739 — 36,679,600 — 36,679,600
2021 57,817,340 37,494,362 — 36,679,600 $28,435,140 65,114,740
2022 58,595,555 37,152,151 — 36,679,600 58,595,555 95,275,155
2023 59,408,119 36,816,104 — 36,679,600 59,408,119 96,087,719
2024 60,220,649 36,486,223 — 36,679,600 60,220,649 96,900,249
2025 61,104,748 36,162,510 — 36,679,600 61,104,748 97,784,348
2026 61,996,252 35,844,971 — 36,679,600 61,996,252 98,675,852
2027 62,907,446 35,533,612 — 36,679,600 62,907,446 558,082,046

Total $1,344,332,536 $995,822,209 $458,495,000 $916,990,000 $392,667,909 $1,768,152,909
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Annual Cash Flow Analysis at 5% Earnings

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case 

Outflow of
Securitization

Proceeds

Case III: Tax-Exempt Securitization Proceeds Invested at 5% and 
Expended Over the Life of the Bond Issue

n By slowly drawing 
down the 
securitization 
proceeds, annual 
cash flow is 83.7% 
of adjusted 
payments and an 
average of 112.9% 
of rating agency 
worst case adjusted 
payments.

Rating Agency
Worst Case Adjusted 

Payments
ANNUAL

CASH FLOW

2003 $46,060,311 $45,272,024 $458,495,000 — $22,924,750 — $22,924,750
2004 40,040,632 38,734,711 453,389,720 $5,105,280 22,669,486 — 27,774,766
2005 40,562,250 38,342,033 447,443,626 5,946,095 22,372,181 — 28,318,276
2006 41,225,333 37,954,989 440,466,255 6,977,370 22,023,313 — 29,000,683
2007 41,853,944 37,573,550 432,415,800 8,050,455 21,620,790 — 29,671,245
2008 51,072,988 44,709,133 415,237,161 17,178,639 20,761,858 — 37,940,497
2009 51,836,976 44,264,060 396,144,623 19,092,538 19,807,231 — 38,899,770
2010 52,524,376 43,825,641 375,077,795 21,066,828 18,753,890 — 39,820,717
2011 53,273,917 43,393,854 351,841,572 23,236,223 17,592,079 — 40,828,302
2012 54,023,848 42,968,673 326,282,655 25,558,916 16,314,133 — 41,873,049
2013 54,736,050 42,550,080 298,270,975 28,011,680 14,913,549 — 42,925,229
2014 55,430,701 42,138,055 267,653,233 30,617,742 13,382,662 — 44,000,404
2015 56,112,479 41,732,581 234,257,549 33,395,683 11,712,877 — 45,108,561
2016 56,904,115 41,333,642 197,791,265 36,466,284 9,889,563 — 46,355,847
2017 57,695,981 40,941,225 158,036,048 39,755,217 7,901,802 — 47,657,020
2018 55,579,941 38,558,004 117,463,242 40,572,805 5,873,162 — 46,445,968
2019 56,315,459 38,197,284 73,364,589 44,098,654 3,668,229 — 47,766,883
2020 57,033,124 37,842,739 25,512,463 47,852,126 1,275,623 — 49,127,749 
2021 57,817,340 37,494,362 — 25,512,463 — $28,435,140 53,947,602
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649 
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446 

Total $1,344,332,536 $995,822,209 $458,495,000 $273,457,179 $392,667,909 $1,124,620,087

Earnings
at 5%
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Case IV: Tax-Exempt Securitization Proceeds Invested at 8% and 
Expended Over the Life of the Bond Issue

Annual Cash Flow Analysis at 8% Earnings

n By slowly drawing 
down the 
securitization 
proceeds, annual 
cash flow is 95.9% 
of adjusted 
payments and an 
average of 129% of 
rating agency worst 
case adjusted 
payments.

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case 

Outflow of
Securitization

Proceeds

Rating Agency
Worst Case Adjusted 

Payments
ANNUAL

CASH FLOW

2003 $46,060,311 $45,272,024 $458,495,000 — $36,679,600 — $36,679,600
2004 40,040,632 38,734,711 453,389,720 $5,105,280 36,271,178 — 41,376,457
2005 40,562,250 38,342,033 447,443,626 5,946,095 35,795,490 — 41,741,585
2006 41,225,333 37,954,989 440,466,255 6,977,370 35,237,300 — 42,214,671
2007 41,853,944 37,573,550 432,415,800 8,050,455 34,593,264 — 42,643,719
2008 51,072,988 44,709,133 415,237,161 17,178,639 33,218,973 — 50,397,612
2009 51,836,976 44,264,060 396,144,623 19,092,538 31,691,570 — 50,784,108
2010 52,524,376 43,825,641 375,077,795 21,066,828 30,006,224 — 51,073,051
2011 53,273,917 43,393,854 351,841,572 23,236,223 28,147,326 — 51,383,549
2012 54,023,848 42,968,673 326,282,655 25,558,916 26,102,612 — 51,661,529
2013 54,736,050 42,550,080 298,270,975 28,011,680 23,861,678 — 51,873,358
2014 55,430,701 42,138,055 267,653,233 30,617,742 21,412,259 — 52,030,001
2015 56,112,479 41,732,581 234,257,549 33,395,683 18,740,604 — 52,136,287 
2016 56,904,115 41,333,642 197,791,265 36,466,284 15,823,301 — 52,289,585
2017 57,695,981 40,941,225 158,036,048 39,755,217 12,642,884 — 52,398,101
2018 55,579,941 38,558,004 117,463,242 40,572,805 9,397,059 — 49,969,865
2019 56,315,459 38,197,284 73,364,589 44,098,654 5,869,167 — 49,967,821 
2020 57,033,124 37,842,739 25,512,463 47,852,126 2,040,997 — 49,893,123
2021 57,817,340 37,494,362 — 25,512,463 — $28,435,140 53,947,602
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446

Total $1,344,332,536 $995,822,209 $437,531,486 $392,667,909 $1,288,694,395

Earnings
at 8%
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Case V: Tax-Exempt Securitization Proceeds Invested at 5% and 
Expended Rapidly to Provide Same Funds as Adjusted Payments

Securitization proceeds expended rapidly will enable the State to realize annual cash flow 
equal to the adjusted payments for 13 years with investment rate of 5%.

Annual Cash Flow Analysis at 5%

(a) The State would not have any money for these years. The State may reserve required amounts over the life of the bond issue, resecuritization future 
bond issue or secure a one-time appropriation.

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case 

Outflow of
Securitization

Proceeds

Rating Agency
Worst Case Adjusted 

Payments
ANNUAL

CASH FLOW

2003 46,060,311 45,272,024 458,495,000 23,135,561 22,924,750 — 46,060,311
2004 40,040,632 38,734,711 435,359,439 18,272,660 21,767,972 — 40,040,632
2005 40,562,250 38,342,033 417,086,779 19,707,911 20,854,339 — 40,562,250
2006 41,225,333 37,954,989 397,378,867 21,356,390 19,868,943 — 41,225,333
2007 41,853,944 37,573,550 376,022,477 23,052,820 18,801,124 — 41,853,944
2008 51,072,988 44,709,133 352,969,657 33,424,505 17,648,483 — 51,072,988
2009 51,836,976 44,264,060 319,545,152 35,859,718 15,977,258 — 51,836,976
2010 52,524,376 43,825,641 283,685,434 38,340,105 14,184,272 — 52,524,376
2011 53,273,917 43,393,854 245,345,329 41,006,650 12,267,266 — 53,273,917
2012 54,023,848 42,968,673 204,338,678 43,806,914 10,216,934 — 54,023,848
2013 54,736,050 42,550,080 160,531,765 46,709,462 8,026,588 — 54,736,050
2014 55,430,701 42,138,055 113,822,303 49,739,586 5,691,115 — 55,430,702
2015 56,112,479 41,732,581 64,082,717 52,908,343 3,204,136 — 56,112,479
2016 56,904,115 41,333,642 11,174,373 11,174,373 558,719 — 11,733,092(a)

2017 57,695,981 40,941,225 — — — — —(a)

2018 55,579,941 38,558,004 — — — — —(a)

2019 56,315,459 38,197,284 — — — — —(a)

2020 57,033,124 37,842,739 — — — — —(a)

2021 57,817,340 37,494,362 — — — 28,435,140 28,435,140
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446

Total $1,344,332,536 $458,495,000 $191,991,898 $392,667,909 $1,043,154,807

Earnings
at 5%
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Case VI: Tax-Exempt Securitization Proceeds Invested at 8% and 
Expended Rapidly to Provide Same Funds as Adjusted Payments

Securitization proceeds expended rapidly will enable the State to realize annual cash flow
equal to the adjusted payments for nearly every year with investment rate of 8%.

(a) The State would not have as much in revenues as projected for these years. The State may reserve required amounts over the life of the bond issue, 
resecuritization future bond issue or secure a one-time appropriation.

Annual Cash Flow Analysis at 8%

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case 

Outflow of
Securitization

Proceeds

Rating Agency
Worst Case Adjusted

Payments
ANNUAL

CASH FLOW

2003 $46,060,311 $45,272,024 $458,495,000 $9,380,711 $36,679,600 — $46,060,311
2004 40,040,632 38,734,711 449,114,289 4,111,489 35,929,143 — 40,040,632 
2005 40,562,250 38,342,033 445,002,800 4,962,026 35,600,224 — 40,562,250 
2006 41,225,333 37,954,989 440,040,773 6,022,071 35,203,262 — 41,225,333 
2007 41,853,944 37,573,550 434,018,702 7,132,448 34,721,496 — 41,853,944 
2008 51,072,988 44,709,133 426,886,254 16,922,088 34,150,900 — 51,072,988 
2009 51,836,976 44,264,060 409,964,166 19,039,843 32,797,133 — 51,836,976 
2010 52,524,376 43,825,641 390,924,324 21,250,431 31,273,946 — 52,524,376 
2011 53,273,917 43,393,854 369,673,893 23,700,005 29,573,911 — 53,273,917 
2012 54,023,848 42,968,673 345,973,888 26,345,937 27,677,911 — 54,023,848 
2013 54,736,050 42,550,080 319,627,951 29,165,814 25,570,236 — 54,736,050 
2014 55,430,701 42,138,055 290,462,137 32,193,731 23,236,971 — 55,430,701 
2015 56,112,479 41,732,581 258,268,407 35,451,007 20,661,473 — 56,112,479 
2016 56,904,115 41,333,642 222,817,400 39,078,723 17,825,392 — 56,904,115 
2017 57,695,981 40,941,225 183,738,678 42,996,887 14,699,094 — 57,695,981 
2018 55,579,941 38,558,004 140,741,790 44,320,598 11,259,343 — 55,579,941 
2019 56,315,459 38,197,284 96,421,192 48,601,764 7,713,695 — 56,315,459 
2020 57,033,124 37,842,739 47,819,428 47,819,428 3,825,554 — 51,644,983(a)

2021 57,817,340 37,494,362 — — — $28,435,140 28,435,140 
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555 
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119 
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649 
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748 
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446 

Total $1,344,332,536 $995,822,209 $458,399,286 $392,667,909 $1,309,562,195

Earnings
at 8%
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Case I: Taxable Securitization Proceeds Invested at 5% (Fixed Income)

n The securitization 
proceeds are 
invested and remain 
available after the 
bonds are paid off.

Annual Cash Flow Analysis at 5% Earnings

Year
Securitization 

Proceeds Residual
ANNUAL

CASH FLOW
2003 WEFA
Base Case 

Earnings
at 5%

2003 $46,060,311 $45,272,024 $368,665,000 $18,433,250 — $18,433,250
2004 40,040,632 38,734,711 — 18,433,250 — 18,433,250
2005 40,562,250 38,342,033 — 18,433,250 — 18,433,250
2006 41,225,333 37,954,989 — 18,433,250 — 18,433,250
2007 41,853,944 37,573,550 — 18,433,250 — 18,433,250
2008 51,072,988 44,709,133 — 18,433,250 — 18,433,250
2009 51,836,976 44,264,060 — 18,433,250 — 18,433,250
2010 52,524,376 43,825,641 — 18,433,250 — 18,433,250
2011 53,273,917 43,393,854 — 18,433,250 — 18,433,250
2012 54,023,848 42,968,673 — 18,433,250 — 18,433,250
2013 54,736,050 42,550,080 — 18,433,250 — 18,433,250
2014 55,430,701 42,138,055 — 18,433,250 — 18,433,250
2015 56,112,479 41,732,581 — 18,433,250 — 18,433,250
2016 56,904,115 41,333,642 — 18,433,250 — 18,433,250
2017 57,695,981 40,941,225 — 18,433,250 — 18,433,250
2018 55,579,941 38,558,004 — 18,433,250 — 18,433,250
2019 56,315,459 38,197,284 — 18,433,250 $7,696,009 26,129,259
2020 57,033,124 37,842,739 — 18,433,250 57,033,124 75,466,374
2021 57,817,340 37,494,362 — 18,433,250 57,817,340 76,250,590
2022 58,595,555 37,152,151 — 18,433,250 58,595,555 77,028,805
2023 59,408,119 36,816,104 — 18,433,250 59,408,119 77,841,369
2024 60,220,649 36,486,223 — 18,433,250 60,220,649 78,653,899
2025 61,104,748 36,162,510 — 18,433,250 61,104,748 79,537,998
2026 61,996,252 35,844,971 — 18,433,250 61,996,252 80,429,502
2027 62,907,446 35,533,612 — 18,433,250 62,907,446 450,005,696

Total $1,344,332,536 $995,822,209 $368,665,000 $460,831,250 $422,050,109 $1,316,275,492

Rating Agency
Worst Case Adjusted 

Payments
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Annual Cash Flow Analysis at 8% Earnings

Year
Securitization 

Proceeds Residual
ANNUAL

CASH FLOW
2003 WEFA
Base Case

Earnings
at 8%

Case II: Taxable Securitization Proceeds Invested at 8%
(Fixed Income and Equities)

n Securitization 
proceeds invested at 
8% will produce 
$1.593 billion over 25 
years vs. a range of 
$996 million to 
$1.344 billion without 
securitization.

Rating Agency
Worst Case Adjusted 

Payments

2003 $46,060,311 $45,272,024 $368,665,000 $29,493,200 — $29,493,200
2004 40,040,632 38,734,711 — 29,493,200 — 29,493,200
2005 40,562,250 38,342,033 — 29,493,200 — 29,493,200
2006 41,225,333 37,954,989 — 29,493,200 — 29,493,200
2007 41,853,944 37,573,550 — 29,493,200 — 29,493,200
2008 51,072,988 44,709,133 — 29,493,200 — 29,493,200
2009 51,836,976 44,264,060 — 29,493,200 — 29,493,200
2010 52,524,376 43,825,641 — 29,493,200 — 29,493,200
2011 53,273,917 43,393,854 — 29,493,200 — 29,493,200
2012 54,023,848 42,968,673 — 29,493,200 — 29,493,200
2013 54,736,050 42,550,080 — 29,493,200 — 29,493,200
2014 55,430,701 42,138,055 — 29,493,200 — 29,493,200
2015 56,112,479 41,732,581 — 29,493,200 — 29,493,200
2016 56,904,115 41,333,642 — 29,493,200 — 29,493,200
2017 57,695,981 40,941,225 — 29,493,200 — 29,493,200
2018 55,579,941 38,558,004 — 29,493,200 — 29,493,200
2019 56,315,459 38,197,284 — 29,493,200 $7,696,009 37,189,209
2020 57,033,124 37,842,739 — 29,493,200 57,033,124 86,526,324
2021 57,817,340 37,494,362 — 29,493,200 57,817,340 87,310,540
2022 58,595,555 37,152,151 — 29,493,200 58,595,555 88,088,755
2023 59,408,119 36,816,104 — 29,493,200 59,408,119 88,901,319
2024 60,220,649 36,486,223 — 29,493,200 60,220,649 89,713,849
2025 61,104,748 36,162,510 — 29,493,200 61,104,748 90,597,948
2026 61,996,252 35,844,971 — 29,493,200 61,996,252 91,489,452
2027 62,907,446 35,533,612 — 29,493,200 62,907,446 461,065,646

Total $1,344,332,536 $995,822,209 $368,665,000 $737,330,000 $422,050,109 $1,592,774,242
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Annual Cash Flow Analysis at 5% Earnings

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case

Outflow of
Securitization

Proceeds

Case III: Taxable Securitization Proceeds Invested at 5% and 
Expended Over the Life of the Bond Issue

n By slowly drawing 
down the 
securitization 
proceeds, annual 
cash flow is 78.9% 
of adjusted 
payments and an 
average of 106.6% 
of rating agency 
worst case adjusted 
payments.

Rating Agency
Worst Case Adjusted 

Payments
ANNUAL

CASH FLOW

2003 $46,060,311 $45,272,024 $368,665,000 $18,433,250 — $18,433,250
2004 40,040,632 38,734,711 365,367,044 3,297,956 18,268,352 — 21,566,308
2005 40,562,250 38,342,033 361,299,262 4,067,783 18,064,963 — 22,132,746
2006 41,225,333 37,954,989 356,261,224 5,038,038 17,813,061 — 22,851,099
2007 41,853,944 37,573,550 350,198,269 6,062,955 17,509,913 — 23,572,868
2008 51,072,988 44,709,133 335,188,926 15,009,343 16,759,446 — 31,768,790
2009 51,836,976 44,264,060 318,134,304 17,054,622 15,906,715 — 32,961,338
2010 52,524,376 43,825,641 298,915,967 19,218,337 14,945,798 — 34,164,135
2011 53,273,917 43,393,854 277,287,936 21,628,031 13,864,397 — 35,492,428
2012 54,023,848 42,968,673 253,027,007 24,260,929 12,651,350 — 36,912,280
2013 54,736,050 42,550,080 225,937,306 27,089,701 11,296,865 — 38,386,566
2014 55,430,701 42,138,055 195,772,854 30,164,452 9,788,643 — 39,953,095
2015 56,112,479 41,732,581 162,274,004 33,498,850 8,113,700 — 41,612,550
2016 56,904,115 41,333,642 125,039,900 37,234,104 6,251,995 — 43,486,099
2017 57,695,981 40,941,225 83,733,459 41,306,441 4,186,673 — 45,493,114
2018 55,579,941 38,558,004 40,636,829 43,096,630 2,031,841 — 45,128,472
2019 56,315,459 38,197,284 — 40,636,829 — $7,696,009 48,332,838
2020 57,033,124 37,842,739 — — — 57,033,124 57,033,124
2021 57,817,340 37,494,362 — — — 57,817,340 57,817,340
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649 
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446

Total $1,344,332,536 $995,822,209 $205,886,965 $422,050,109 $1,061,331,207

Earnings
at 5%
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Case IV: Taxable Securitization Proceeds Invested at 8% and 
Expended Over the Life of the Bond Issue

Annual Cash Flow Analysis at 8% Earnings

n By slowly drawing 
down the 
securitization 
proceeds, annual 
cash flow is 88.1% of 
adjusted payments 
and an average of 
119% of rating 
agency worst case 
adjusted payments.

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case

Outflow of
Securitization

Proceeds

Rating Agency
Worst Case Adjusted 

Payments
ANNUAL

CASH FLOW

2003 $46,060,311 $45,272,024 $368,665,000 — $29,493,200 — $29,493,200
2004 40,040,632 38,734,711 365,367,044 3,297,956 29,229,364 — 32,527,319
2005 40,562,250 38,342,033 361,299,262 4,067,783 28,903,941 — 32,971,723
2006 41,225,333 37,954,989 356,261,224 5,038,038 28,500,898 — 33,538,935
2007 41,853,944 37,573,550 350,198,269 6,062,955 28,015,862 — 34,078,816
2008 51,072,988 44,709,133 335,188,926 15,009,343 26,815,114 — 41,824,457
2009 51,836,976 44,264,060 318,134,304 17,054,622 25,450,744 — 42,505,367
2010 52,524,376 43,825,641 298,915,967 19,218,337 23,913,277 — 43,131,614
2011 53,273,917 43,393,854 277,287,936 21,628,031 22,183,035 — 43,811,066
2012 54,023,848 42,968,673 253,027,007 24,260,929 20,242,161 — 44,503,090
2013 54,736,050 42,550,080 225,937,306 27,089,701 18,074,984 — 45,164,685 
2014 55,430,701 42,138,055 195,772,854 30,164,452 15,661,828 — 45,826,281
2015 56,112,479 41,732,581 162,274,004 33,498,850 12,981,920 — 46,480,770
2016 56,904,115 41,333,642 125,039,900 37,234,104 10,003,192 — 47,237,296
2017 57,695,981 40,941,225 83,733,459 41,306,441 6,698,677 — 48,005,118
2018 55,579,941 38,558,004 40,636,829 43,096,630 3,250,946 — 46,347,576
2019 56,315,459 38,197,284 — 40,636,829 — $7,696,009 48,332,838
2020 57,033,124 37,842,739 — — — 57,033,124 57,033,124
2021 57,817,340 37,494,362 — — — 57,817,340 57,817,340
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446

Total $1,344,332,536 $995,822,209 $329,419,143 $422,050,109 $1,184,863,385

Earnings
at 8%
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Case V: Taxable Securitization Proceeds Invested at 5% and 
Expended Rapidly to Provide Same Funds as Adjusted Payments

Securitization proceeds expended rapidly will enable the State to realize annual cash flow
equal to the adjusted payments for 10 years with investment rate of 5%.

Annual Cash Flow Analysis at 5%

(a) The State would not have any money for these years. The State may reserve required amounts over the life of the bond issue, resecuritization future 
bond issue or secure a one-time appropriation.

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case

Outflow of
Securitization

Proceeds

Rating Agency
Worst Case Adjusted

Payments
ANNUAL

CASH FLOW

2003 $46,060,311 $45,272,024 $368,665,000 $27,627,061 $18,433,250 — $46,060,311
2004 40,040,632 38,734,711 341,037,939 22,988,735 17,051,897 — 40,040,632
2005 40,562,250 38,342,033 318,049,204 24,659,790 15,902,460 — 40,562,250
2006 41,225,333 37,954,989 293,389,413 26,555,862 14,669,471 — 41,225,333
2007 41,853,944 37,573,550 266,833,551 28,512,267 13,341,678 — 41,853,944
2008 51,072,988 44,709,133 238,321,284 39,156,924 11,916,064 — 51,072,988
2009 51,836,976 44,264,060 199,164,360 41,878,758 9,958,218 — 51,836,976
2010 52,524,376 43,825,641 157,285,603 44,660,096 7,864,280 — 52,524,376
2011 53,273,917 43,393,854 112,625,506 47,642,641 5,631,275 — 53,273,917
2012 54,023,848 42,968,673 64,982,865 50,774,704 3,249,143 — 54,023,848
2013 54,736,050 42,550,080 14,208,160 14,208,160 710,408 — 14,918,568
2014 55,430,701 42,138,055 — — — — —(a)

2015 56,112,479 41,732,581 — — — — —(a)

2016 56,904,115 41,333,642 — — — — —(a)

2017 57,695,981 40,941,225 — — — — —(a)

2018 55,579,941 38,558,004 — — — — —(a)

2019 56,315,459 38,197,284 — — — $7,696,009 7,696,009
2020 57,033,124 37,842,739 — — — 57,033,124 57,033,124
2021 57,817,340 37,494,362 — — — 57,817,340 57,817,340
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446 

Total $1,344,332,536 $995,822,209 $118,728,144 $422,050,109 $974,172,386

Earnings
at 5%
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Case VI: Taxable Securitization Proceeds Invested at 8% and 
Expended Rapidly to Provide Same Funds as Adjusted Payments

Securitization proceeds expended rapidly will enable the State to realize annual cash flow
equal to the adjusted payments for 12 years with investment rate of 8%.

(a) The State would not have any money for these years. The State may reserve required amounts over the life of the bond issue, resecuritization future 
bond issue or secure a one-time appropriation.

Annual Cash Flow Analysis at 8%

Year
Securitization 

Proceeds Residual
2003 WEFA
Base Case

Outflow of
Securitization

Proceeds

Rating Agency
Worst Case Adjusted 

Payments
ANNUAL

CASH FLOW

2003 $46,060,311 $45,272,024 $368,665,000 $16,567,111 $29,493,200 — $46,060,311
2004 40,040,632 38,734,711 352,097,889 11,872,801 28,167,831 — 40,040,632
2005 40,562,250 38,342,033 340,225,088 13,344,243 27,218,007 — 40,562,250
2006 41,225,333 37,954,989 326,880,844 15,074,865 26,150,468 — 41,225,333
2007 41,853,944 37,573,550 311,805,979 16,909,466 24,944,478 — 41,853,944
2008 51,072,988 44,709,133 294,896,513 27,481,267 23,591,721 — 51,072,988
2009 51,836,976 44,264,060 267,415,246 30,443,756 21,393,220 — 51,836,976
2010 52,524,376 43,825,641 236,971,490 33,566,657 18,957,719 — 52,524,376
2011 53,273,917 43,393,854 203,404,832 37,001,530 16,272,387 — 53,273,917
2012 54,023,848 42,968,673 166,403,302 40,711,584 13,312,264 — 54,023,848
2013 54,736,050 42,550,080 125,691,719 44,680,712 10,055,337 — 54,736,050
2014 55,430,701 42,138,055 81,011,006 48,949,821 6,480,880 — 55,430,701
2015 56,112,479 41,732,581 32,061,185 32,061,185 2,564,895 — 34,626,080(a)

2016 56,904,115 41,333,642 — — — — —(a)

2017 57,695,981 40,941,225 — — — — —(a)

2018 55,579,941 38,558,004 — — — — —(a)

2019 56,315,459 38,197,284 — — — $7,696,009 7,696,009
2020 57,033,124 37,842,739 — — — 57,033,124 57,033,124
2021 57,817,340 37,494,362 — — — 57,817,340 57,817,340
2022 58,595,555 37,152,151 — — — 58,595,555 58,595,555
2023 59,408,119 36,816,104 — — — 59,408,119 59,408,119
2024 60,220,649 36,486,223 — — — 60,220,649 60,220,649
2025 61,104,748 36,162,510 — — — 61,104,748 61,104,748
2026 61,996,252 35,844,971 — — — 61,996,252 61,996,252
2027 62,907,446 35,533,612 — — — 62,907,446 62,907,446 

Total $1,344,332,536 $995,822,209 $248,602,407 $422,050,109 $1,104,046,649

Earnings
at 8%
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A securitization scenario under Case IV or Case VI is the State 
Treasurer’s recommendation.

n For both taxable and tax-exempt financings, Case IV achieves higher cash flows over the 
25-year period. 

n Case VI matches the adjusted payments cash flows in all years except 2020, assuming a 
tax-exempt financing. For a taxable financing, Case VI matches the adjusted payments 
cash flows except from 2015 to 2018, when additional State funding might be required or 
a re-securitization may be necessary.











Prepared by the Office of the State Treasurer

State tobacco bond issuance

Sale 
Date Issuer

Amount
($MM)

May-99 SB 496 fails to pass in the Legislature after passing in the Senate Finance (Amend. No. 1100)

Oct-00 Alaska $116.05
Oct-00 Puerto Rico 397.01

Jun-01 SB 488 fails to pass in the Nevada Assembly after passing in the Nevada Senate

Mar-02 South Carolina 934.53

Aug-02 Alaska 126.79
Oct-02 Iowa 644.26

Nov-02 Louisiana 1,202.77
May-02 Wisconsin 1,591.10

Jun-02 Rhode Island 685.43
Aug-02 New Jersey 1,801.46

Aug-02 South Dakota 278.05
Oct-02 Puerto Rico 1,171.20

Oct-02 Washington 517.91
Jan-03 California 2,625.00

Total: $12,091.56(a)

(a) Including local government, almost $16 billion of tobacco-backed bond issues have come to market to date.
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Definition of Key Terms

n Adjusted Payments: Projected tobacco settlement payments adjusted according to 
econometric projections of cigarette shipments and inflation.

n Equity: A security representing residual ownership in a corporation.

n Fixed Income: A security, such as a note or a bond, that pays a guaranteed rate of interest.

n Present Value: The value today of a future stream of payments at an assumed interest rate.

n Securitization: The process of issuing bonds to receive up-front value from an asset that is 
expected to provide cash over a long period of time.

n Strategic Contribution Payments: Tobacco settlement payments for contribution to the 
litigation effort made in addition to the annual payments.

n Tobacco Company Exposure: The risk that the tobacco companies will be unable to make 
all or a portion of the tobacco settlement payments due to litigation, regulation or bankruptcy.

n Tobacco Settlement Agreement: The Agreement was executed in 1998 and settles all legal 
claims of 46 states and 5 territories against cigarette manufacturers in exchange for $206 
billion paid over 25 years. Payments will be made in perpetuity and will change based on a 
number of factors, principally domestic cigarette shipment and inflation.

n Unadjusted Payments: Base tobacco settlement payments made according to a schedule in 
the Agreement and subject to adjustment for domestic cigarette shipments and inflation.
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